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FEDERAL HOME LOAN BANK BOARD

New accounting rules intended to aid savings and loan associations dispose of old,
low-yielding mortgages were adopted recently by the FHLBB. The new rules will
allow S&Ls to defer and amortize gains and losses on the sales of mortgages and
mortgage-related and debt securities. The regulations will also permit reduc
tions in minimum net worth requirements resulting from the sale of mortgages.
The new accounting rules, which permit S&Ls to depart from generally accepted
accounting principles (GAAP), will become effective for the fiscal years of S&Ls
ending on or after 9/30/81. According to the Board, "The accounting treatment
authorized by this regulation will assist thrift institutions caught in an earnings
squeeze due to the fact that the yield on a substantial portion of their mortgage
portfolio derives from long-term, fixed-rate loans during a time that the interest
costs on savings and other liabilities have increased dramatically." Addition
ally, the Board feels one of the advantages of the new rule is the "opportunity
for recovering income taxes previously paid for or for precluding their future
payment." In adopting the rule, the Board changed its proposal to "make clear
that unamortized gains and losses must appear on an institution's balance sheet
separately from any other accounts of the institution so they will be readily
identifiable. In this manner, it will be possible to determine how an institu
tion's balance sheet would have reflected the institution's financial position
if gains and losses had not been deferred."
GENERAL ACCOUNTING OFFICE
Hundreds of government tax attorneys and accountants may have entered private
practice without being adequately informed of postemployment conflicts of
interest, according to a 9/15/81 GAO Report to the Attorney General and
Secretary of the Treasury. During a 33-month period, according to the Report,
over 400 government tax attorneys and accountants left their positions to
take private sector jobs. Of those responding to a GAO questionnaire, 86%
were involved in federal tax matters. Of this group, 44% noted that they had
not been informed of postemployment restrictions. The Report notes that the
Departments of Justice and Treasury, including the IRS, employ about 1,200
attorneys and 15,000 accountants in carrying out their responsibilities for
administering the federal tax laws. Although post-federal employment conflicts
of interest can take many forms, according to the Report, they generally occur
when former employees represent the interests of private clients before their
former agencies or the courts in matters related to their prior government
responsibilities. These conflicts of interest stem from the opportunity to
use government information and contacts to the advantage of a private client.
To help remedy this problem, the GAO recommended that the agencies need to:
inform employees of the restrictions before they leave government service; de
velop postemployment manuals needed for employee compliance; establish the
level of enforcement needed to reasonably ensure that the restrictions are
not violated, and enforce compliance. An AICPA publication, "Federal Conflict
of Interest Laws as Applied to Government Service by Partners and Employees of
Accounting Firms," contains information on post-government employment restrictions
and is available from the AICPA Order Department, 1211 Avenue of the Americas,
New York, N.Y. 10036.
The effectiveness of the IRS in auditing tax-exempt organizations is the subject
of a request for GAO support by Rep. Benjamin S. Rosenthal (D-NY), Chairman
of the House Energy and Commerce Subcommittee on Commerce, Consumer and
Monetary Affairs. In a recent letter to the GAO, Rep. Rosenthal stated that
"the potential increase in the importance of private foundations together
with the possible passage of pending legislation which would reduce the pre
sent pay-out requirement for foundations, has prompted the subcommittee to
question hew well IRS is administering the tax-exemption laws applicable to
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private foundations. If government support is to be reduced and, at the
same time, foundations are to be permitted to reduce the amounts required to
be distributed for charitable and educational purposes, careful scrutiny should
be given to adherence to all requirements of the law concerning these organi
zations.” Three areas of primary concern for the subcommittee regarding or
ganizations exempt under IRC sections 501(c)(3) and 501 (c)(4) are : (1) IRS
practices and procedures dealing with the filing and processing of returns
for these organizations; (2) Audit selection; and, (3) Examination of returns.
SECURITIES AND EXCHANGE COMMISSION
Proposed rules dealing with instructions for the presentation and preparation of
pro forma financial information and financial statements of companies acquired
or to be acquired, have been released by the SEC (Release No. 33-6350). In
general, according to the release, the proposed rules are not intended to
significantly modify the various situations for which pro forma financial
presentations are now required or alter the specific disclosures required by
existing accounting literature. The proposed rules would consolidate existing
requirements for including financial statements of companies acquired or to be
acquired in registration statements.
In conjunction with the proposed rules,
the Commission also proposes to relocate the content, with certain minor
modifications, of Article 11 of Regulation S-X and to delete Article 11A of
Regulation S-X. Comments are requested by 12/18/81. For additional informa
tion contact David Martin at 202/272-2130.
Corporations were urged to provide more effective disclosures to investors by
avoiding voluminous prospectuses, proxies and 10-Ks "larded with excessive dis
claimers, legalese, and boilerplate," according to SEC Chairman John S.R. Shad
in remarks prepared for delivery at the annual meeting of the Conference Board,
10/1/81, in New York City. Chairman Shad went on to say that, "Such documents
must not only make full disclosure of material negative, but also affirmative
information, if suits are to be avoided from shareholders who would not have
sold if they had been properly informed."
In another address prepared for the annual dinner of the Investment Associ
ation of New York on 9/25/81, Chairman Shad called for securities industry's
help in "ferreting-out abuse of inside information." He disagreed with those who
have "proclaimed that it is the rule, not the exception." Shad concluded by
stating that the Congress is about to undertake a major review of the laws
which regulate the nation's financial institutions.
Amendments of disclosure requirements to exempt non-capital intensive companies
from having to file information on plant, property and equipment and related
information on accumulated depreciation, depletion and amortization have been
adopted by the Commission (see the 10/1/81 Fed. R eg., pp. 48136-37). The
amendments limit the presentation of these schedules to instances where property,
plant and equipment is at a high level of significance and clarify the existing
rules to make it explicit that the schedules, when required, shall be included
for each year for which an income statement is presented. The amendments are
part of the SEC's overall project to revise Regulation S-X, which sets out the
Commission's accounting regulations. The adopted amendments broaden the exemp
tion criteria requiring the presentation of the schedules only by those regis
trants that are relatively capital intensive. Under the new disclosure require
ments, there will be an exemption from filing Schedules V and VI for those regis
trants whose plant, property and equipment— net of accumulated depreciation,
depletion and amortization— is less than 25% of total assets at both the be
ginning and end of the latest fiscal year. The amendments are effective as of
10/1/81. For additional information contact Eugene W. Green at 202/272-2130.
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SECURITIES AND EXCHANGE COMMISSION
Rule amendments requiring filings by issuers with respect to their first effective
registration statements to disclose information concerning their offerings and
the use of proceeds from them (Rule 463 and related Form SR) were recently
adopted by the Commission (see the 10/1/81 Fed. Reg., pp. 48137-38) . The amend
ments include: a standardized short-answer format for Form SR; a materiality
standard for disclosure of differences between actual uses of proceeds and the
uses stated in the prospectus; clarified provisions for the time for filing
the form and filings by successor issuers; and, additional exemptions from the
filing requirement. The amendments are intended to clarify the requirements
and do not substantially change either the application of the rule or the
disclosures required. The amendments are effective 1/4/82. For additional
information contact Susan Davis at 202/272-2604.
The fourth in a series of annual reports analyzing the structure and financial per
formance of the securities industry was recently released by the Commission. "The
Staff Report on the Securities Industry in 1980,"produced by the Commission’s
Directorate of Economic and Policy Analysis, is "a comprehensive body of factual
information on the subject," according to Chairman John S.R. Shad. What emerges
from the analysis is the picture of a "robust and competitive industry that is
expanding and diversifying into new services and product lines." Copies of the
Report may be obtained by writing to: U.S. Securities and Exchange Commission,
Office of Consumer Affairs and Information Service, 500 North Capitol Street,
Washington, D.C. 20549. Each request must be accompanied by a 9x12 self-addressed
envelope, pre-stamped with $4.09 of postage.
Comments on the SEC's interpretation of the "unethical or improper professional
conduct" provisions of its rules of practice were recently solicited by the
Commission (see the 10/1/81 Fed. Reg., pp. 48233-34). The interpretation
sought to provide guidance as to its views of the ethical responsibilities of
attorneys practicing before it. In the release requesting written comments,
the Commission noted a situation in Which a lawyer gives essentially correct
dislosure advice to a client who does not follow that advice and violates the
securities laws. In its view, the lawyer in that situation must "make all
efforts within reason to persuade his client to avoid or terminate proposed
illegal action. Such efforts could include, where appropriate, notification
to the board of directors of a corporate client." Comments are requested by
11/27/81. For additional information contact Stephen Cavan at 202/272-2454.
TREASURY, DEPARTMENT OF
Further postponement of regulations relating to limited liability companies were
announced by the IRS, 9/29/81, in release IR-81-117. Under proposed regula
tions published 11/18/80, an entity may not be classified as a partnership
for federal tax purposes unless some member of the entity is personally
liable for the debts of or claims against the entity. Under the original pro
posal, entities beginning business after 11/17/80 would be subject to the
rules for their first tax year beginning after 1980. However, entities be
ginning business on or before that date would not be subject to the rules until
their first tax year beginning after 1982. Under the change announced 9/29/81,
an entity beginning business on or before 3/31/82 would qualify for the longer
transition period and not be subject to the rules until its first tax year be
ginning after 1982. For additional information contact the IRS at 202/566-4024.
Favorable tax treatment for variable annuities wrapped around mutual funds Where
shares of the mutual fund may be purchased directly by the public was denied by
the IRS' recently issued Rev. Rul. 81-225. The ruling holds that earnings and
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gains from shares of certain mutual funds cannot be tax deferred because the
policyholder and not the insurance company owns the shares. The IRS noted that
in situations where the policyholder is the owner of the shares, any earnings
and gains from the shares must be included in the gross income of the policy
holder. However, where the mutual fund shares are controlled by the insurance
company and are available only through purchase of an annuity from the insurance
company, then the insurance company will be considered the owner of the mutual
fund shares. The ruling will only be applied to payments made to insurance
companies after 12/31/80, in situations where the policyholder is treated as the
owner of the mutual fund shares. For additional information contact the IRS
at 202/566-4024.
A public utility does not have to "normalize" depreciation or cost recovery
deductions in order to maintain a qualified dividend reinvestment plan
according to IRS release IR-81-115, issued 9/28/81. Under the Economic
Recovery Tax Act of 1981, a qualified public utility may establish a
dividend reinvestment plan under which eligible individual shareholders,
who elect to reinvest dividends in qualified reinvested dividend stock,
may exclude up to a maximum of $750 (1500 joint return) from income. Under
new section 305(e) (3) of the IRC, a public utility is qualified only if
at least 60 percent of the cost of certain tangible property acquired for
the prior 10 years is "public utility recovery property." For additional
information contact the IRS at 202/566-4024.
SPECIAL:

REIMBURSEMENT OF FEES IN TAX CONTROVERSIES SUPPORTED BY AICPA

AICPA support of measures designed to reimburse representatives' fees in tax court
cases as a measure of tax equity was voiced by Frederick E. Lewis, CPA, appearing
on behalf of the AICPA's Federal Tax Division at a 9/28/81 hearing before the
House Ways and Means Subcommittee on Select Revenue Measures. Mr. Lewis urged
the subcommittee to "clearly" include the fees of CPAs, as well as attorneys, in
the reimbursement proposals because CPAs may represent taxpayers before the IRS
and the Tax Court, as established by law (Rule Governing Tax Court Proceedings
and Treasury Circular 230) . As well as a reimbursement of litigation fees,
representatives of the Institute believe the proposals should also apply to the
costs of administrative appeals. Failure to include this objective would en
courage taxpayers to bypass a possibly simple solution of resolving their prob
lems in favor of litigation. An additional hearing on the issue has been
scheduled for 10/19/81, by the Senate Finance Subcommittee on Oversight of the
IRS. The hearing will begin at 2 p.m. in Room 2221, Dirksen Senate Office
Building, Washington, D.C.
SPECIAL:

AICPA TESTFIES IN FAVOR OF MOYNIHAN'S INVENTORY ACCOUNTING BILL; TREASURY
OPPOSES

"Present law should be amended to provide an equitable procedure for valuing inven
tories that have declined in value below cost," according to Danal E. Flannery,
a member of the AICPA's Tax Accounting Subcommittee, in testimony before the
Senate Finance Committee's Subcommittee on Taxation and Debt Management, 9/25/81.
Mr. Flannery expressed support for the provision in S. 578, a bill introduced
by Sen. Daniel Moynihan (D-NY), allowing inventory writedowns in a manner which
will alleviate some of the cash flow problems occasioned by inventory treatment
under present law. Mr. Flannery stated, "Generally, we favor the use of the
taxpayers' own facts and most recent experience in computing the net realizable
value of inventories, but we would not exclude other methods of proving that
inventories have declined in value below cost." Assistant Treasury Secretary
for Tax Policy John Chapoton apparently disagreed with the magnitude of problems
associated with the 1979 Supreme Court "Thor Power" decision and stated that
Treasury opposed S. 578, as well as another inventory related bill, S. 1276,
introduced by Sen. David Durenburger (R-Minn).

For additional information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Kathee Baker at 202/872-8190
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